General Business Conditions 





HE critical developments in foreign 

affairs during October, like the similar 

events of preceding months, have had 

little effect on the business situation. 

Seemingly the adjustment to war con- 
ditions has gone so far that business has become 
immune to shock, either of renewed tension in 
the Far East or of torpedoings of American 
ships in the Atlantic. With the national policy 
already demanding all-out defense production, 
the chief effect of new crises is to re-emphasize 
the urgency of the program, to supply fresh 
reasons for increasing its speed and effective- 
ness, and to call again for universal and un- 
stinted cooperation. 

The armament schedules continue to grow. 
The second Lend-Lease appropriation, which 
has passed Congress during the month, adds 
nearly $6 billions to previously authorized ex- 
penditures, bringing the total to over $63 bil- 
lions, exclusive of foreign orders paid for in 
cash. Steady additions to this total are in 
prospect. President Roosevelt has announced 
that the tank program will be vastly enlarged, 
and the size of the Army air corps is to be 
doubled, requiring an equivalent increase in 
material. 

For the moment most extensions of the pro- 
gram merely add to the unfilled orders of the 
industries or to the volume of construction 
projects in hand, since new plants or re-equip- 
ment of old plants will be required. But every 
addition to armament orders, and every speed- 
up of schedules, increases the call for diversion 
of industrial effort to defense activity, raises 
the requirements for materials, men and money, 
and widens the area of disturbance of normal 
business. 


Industrial Production Holds at Peak 


Some observers see signs of a business lull in 
the spreading curtailment in non-defense in- 
dustries. The problems of many of these 
industries, particularly those using metals, are 
becoming more acute as priority orders and 
allocations take in more territory. Iron Age, 
for example, has published results of a survey 
of 1,500. metal-working plants which indicates 
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that slightly more than one-fourth are experi- 
encing some decline in output due to inability 
to obtain materials. 

Difficulties such as these, and the fact that 
most other industries are already at capacity, 
have slowed the rise in industrial output. 
Nevertheless, production in the aggregate is 
being maintained at the peak, according to the 
Federal Reserve Board’s index. Slackening in 
non-defense industries is not representative of 
the over-all situation, for the losses are offset 
by gains in defense work. 

Use of copper in over 100 products classed 
as non-essential will be limited during the re- 
mainder of this year, and after January 1 will 
be forbidden. Full priorities have been put 
into effect on lead and on iron and steel scrap. 
Quotas have been established for refrigerator 
and washing machine output. The Supply 
Priorities and Allocations Board has assumed 
control over construction projects and adopted 
a policy under which no critical materials may 
be used in construction unless they are “either 
necessary for direct national defense or essen- 
tial to health and safety.” It is estimated by the 
Office of Production Management that under 
this policy construction of all kinds will be 
reduced from $11.2 billions in 1941 to $8.5 bil- 
lions in 1942. Of course the lumber mills and 
brickyards, though they have capacity to pro- 
duce all the materials that builders could use, 
will have their markets narrowed by lack of 
copper, brass and other metal products for 
housing. 

These measures will cause increasing diffi- 
culties for plants that are not readily adaptable 
for defense production. On the other hand, 
manufacturers’ inventories of raw materials 
and work in process are large, allowing further 
time for adjustments. The construction of new 
industrial plants goes forward at an unequalled 
rate, and the output of machine tools continues 
to rise, with the present rate equivalent to 
$800,000,000 a year. There has never been a 
time when the capacity of the industries was 
being added to so rapidly, and this includes 
facilities for producing industrial materials as 
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well as fabricating finished goods. In due 
course the capacity will be available for new 
high production records. 


Retail Slackening 


Slackening in general retail trade and slow- 
ness in sales of new automobiles have likewise 
been important features of the business news. 
The lull is accounted for to a considerable 
extent by the preceding abnormally heavy 
sales, which included stocking up by consum- 
ers; and doubtless demand will revive again 
to higher levels, in view of the rising payrolls 
and total national income. Retailers have gen- 
erally expected a slowing down. The Federal 
Reserve Board’s seasonally-adjusted index of 
department store sales rose from 104 in June 
to 134 in August, and the buying was clearly 
in anticipation of shortages, higher prices, new 
taxes and installment buying restrictions. In 
September the index was still 116. According 
to preliminary indications it will be as high in 
October as in June, despite the intervening 
bulge, and perhaps 8 to 10 per cent above a year 
ago; but in many cities the increase is ac- 
counted for entirely by higher prices, and the 
volume of goods moved has been smaller. 

Although passenger automobile production 
during October has been some 25 per cent less 
than a year ago, the drop in retail sales has 
been in proportion, and dealers’ stocks are 
being added to as usual at this time. The situa- 
tion in the automobile market is more complex 
than that in non-durable goods, for new car 
production will be less as time goes on, dealers 
are confident of their market next Spring, and 
their unwillingness to trade as liberally as 
usual may account for a good part of the sales 
decline. However, consumers’ stocks of dur- 
able goods generally are greater than ever 
before, and the need for replenishment corre- 
spondingly smaller. Hence there is a reasonable 
question whether the automobile, refrigeratcr 
and other quotas will leave as much demand 
unsatisfied, at least for a good many months to 
come, as extremists had predicted. 

It is not the usual thing to welcome a falling 
off in trade; nevertheless, the demands of con- 
sumers for automobiles and household equip- 
ment over the last year have been on a scale 
which the industries could not continuously 
supply, along with the rise in defense produc- 
tion. It is better all around to have the situa- 
tion adjusted by moderation in buying rather 
than by enforced shortages, rationing or similar 
measures. Abatement of abnormal demands 
will facilitate the shift of the industrial organi- 
zation to defense work, and it is to be hoped 
that it also signifies an increase in saving, to 
make more of the national income available to 
the Treasury. It will strengthen the post-war 
situation, for the influences of wear and tear, 
obsolescence and deferred replacement will g>t 





to work to build up a backlog of requirements 
to support the industries then. 


Rise in Farm Prices Checked 


The reaction in prices of farm products in 
the middle of the month was due less to gen- 
eral conditions than to the situation in the 
markets affected, where inflationary sentiment 
evidently had been overdone. The break was 
doubtless a cause of the moves by farm Con- 
gressmen to enact new price raising measures, 
including the vote of the House Agricultural 
Committee in favor of mandatory loans at 
100 per cent of the parity price on the basic 
crops in both 1942 and 1943, instead of the 
85 per cent loans now provided. 

From the viewpoint of the general welfare 
the halt to the rise in farm prices, even if 
temporary, is welcome. It will act as a brake 
on the rise in the general price level and the 
cost of living, and thus represents an interrup- 
tion in the inflationary spiral. More than two- 
thirds of the increase in the cost of living since 
the war started has been due to higher food 
prices. Labor is making this increase a basis 
for new wage demands, which naturally will 
be pressed harder if the upward movement 
continues. 

Moreover, it would be hard to show that 
further measures to raise farm prices would be 
equitable, considering them in relation to other 
prices. Farm prices as a whole rose in Sep- 
tember to above parity, as calculated by the 
government’s formula, and they were still 
above parity on October 15. Cash income of 
farmers, including government payments, this 
year is estimated by the Department of Agri- 
culture at $11.2 billions, bringing it back to the 
1929 level, and the estimate for next year is 
$13 billions. Each farm dollar now has a pur- 
chasing power equivalent to $1.15 in 1929, 
according to the official index of prices of 
things farmers buy. Without doubt farm pur- 
chasing power is the highest in the country’s 
history, by a substantial margin. 

Secretary Wickard is opposed to 100 per cent 
parity loans, which would in effect peg prices 
at parity and leave room for fluctuations only 
above that level. According to Washington 
reports President Roosevelt also will oppose 
the measure. Coming at this time, the proposal 
exposes the basic fallacy in the parity idea. 
The Administration has called for greater pro- 
duction of dairy, poultry and pork products, 
which are required for Lend-Lease shipments 
as well as for the expanded buying power of 
American workers. There is almost universal 
approval of this program. If the goals are to 
be reached it is essential not only to have 
sufficient supplies of feed, but to have it avail- 
able at prices which will induce dairymen, 
poultrymen and hog growers to increase their 
operations. Loans on corn at 100 per cent of 
parity in all likelihood would upset these rela- 
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tionships and discourage farmers from going 
ahead with their production plans; or, alterna- 
tively, would result in demands for higher 
minimum prices for milk, eggs and hogs. 
Higher loans on cotton and wheat obviously 
would encourage planting of these crops to the 
full limits of acreage allotments and possibly 
beyond, as has always been the case in wheat. 
Of course there should be adequate production 
of cotton and wheat, but the carryovers of 
both commodities at the end of the present 
season will represent a full year’s supply. Farm 
production plans are naturally influenced by 
price relationships among farm products, and 
nothing is more likely to keep production out 
of balance than a guaranty of artificially high 
returns on the crops of which surpluses exist. 


The Inflationary Danger 

The Les Moines Register is a newspaper 
which has consistently supported legislation in 
aid of farmers, and in a recent issue it gave 
warning that “for agriculture to press now for 
more and more, indifferent to the effects that 
success in further demands would have on the 
dangerous upward price spiral, would in our 
judgment be imprudent to the point of folly.” 
Farmers should consider their own position as 
well as that of consumers. The fallacy in the 
measures proposed is that they represent an 
attempt to get more out of the economic situa- 
tion than it can possibly give. Neither farmers 
nor other groups can expect constantly rising 
living standards to grow out of the defense 
program, for with the industries diverting out- 
put to armaments the volume of goods pro- 
duced for civilian use will not support higher 
standards; and if they get a greater money 
return by forcing prices up their money will 
lose purchasing power through the inflationary 
spiral to which they contribute. The great 
illusion of the defense program, which animates 
other groups of the population as well as farm- 
ers, is the belief that it can be used as a vehicle 
to better their own position. Attempts to use 
it for that purpose endanger the welfare of 
everyone. 

In contrast to the effort to increase income 
through new price measures, Secretary Wick- 
ard’s program calls for increased production. 
He is concerned not only to meet Great 
Britain’s food needs, but to keep the farm situa- 
tion in shape to withstand the adjustments that 
will come after the war. An example is his 
recommendation to cattlemen to increase mar- 
ketings in 1942, not only to supply the prospec- 
tive demand for meat and hides, but to check 
an increase in cattle numbers which would lead 
to excessive production in the post-war period. 
Cattle numbers at the end of this year will be 
close to the highest on record. 

In his testimony on the price control bill, 
given on October 21, Secretary Wickard de- 
voted much of his time to his fears of excessive 
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prices, based on the experience of the ’20s. 
Farm prices, he said, go up faster than farm 
costs, but they also go down “years ahead” of 
the decline in costs. He described the rise in 
plowed land values from an average of $58 
an acre in 1916 to $90 in 1920 (in lowa from 
$134 to $255), the accompanying increase in 
farmers’ debts, and the subsequent deflation, 
which he summed up in the statement that 
“hundreds of thousands of farmers lost their 
land and their homes.” The governor of the 
Farm Credit Administration, Mr. A. G. Black, 
has reported that applications for loans to 
purchase farms increased 50 per cent in some 
states in the first half of this year, and while 
welcoming the improvement he warned at the 
same time against making loans at inflated 
values. 

The history of the ’20s is what prompts the 
warnings of these officials and of the Des Moines 
newspaper. Of course those who seek higher 
prices through legislation will say that no one 
wants the prices of 1919 back again, and that 
no repetition of the ’20s can possibly happen 
this time. On the other hand, it is plainly the 
opinion of these authorities that it is not too 
early to begin to guard against a repetition. 

If the situation is kept free of price-raising 
measures the productive capacity of the farms 
is the best assurance that prices will not get 
out of hand. The existing surpluses of many 
farm staples provide additional assurance, sub- 
ject to the qualification that if they are kept 
impounded they will have no restraining effect. 
Fortunately, stocks under government loan 
have been coming back on the market, and in 
the case of cotton a half-measure has been 
taken, namely, government-owned cotton has 
been offered to the trade at prices below the 
market to take care of such export demand as 
there is, so that all this season’s production 
will be available for domestic use. 


The Fiscal Situation 


Three principal events in the past month 
have high-lighted the rapidly rising cost of the 
defense program—first, publication by the 
Budget Bureau of its second upward revision 
of the January budget for 1941-42, placing 
arms expenditures for the year at $18 billions 
and total expenditures at $24¥ billions ; second, 
passage by Congress of a second Lease-Lend 
appropriation of $6 billions, supplementing the 
$7 billions appropriated in March; and, third, 
sale by the Treasury of approximately $1.3 
billion of new 31-year bonds for cash, the larg- 
est cash borrowing by the Government since 
the last war. 

In submitting the new budget figures, Budget 
Director Harold D. Smith attributed the in- 
creased total both to an accelerated production 
of war supplies and to inflated costs. Defense 
expenditures in September, he pointed out, 
amounted to about $1,360,000,000, against hard- 
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ly more than $200,000,000 in September last 
year, and by next June the outlay is expected 
to reach $2,000,000,000 a month. These figures, 
he stated, included expenditures for commodi- 
ties shipped under Lease-Lend, but did not ac- 
count for direct purchases by Great Britain or 
advances or loans by federal corporations for 
rearmament and preparedness purposes, total- 
ing about $2% billions. 

How much of the increase in defense costs 
was due to rising prices and how much to en- 
larged output, Director Smith did not attempt 
to say. But he frankly warned that, with rising 
prices, expenditures would probably go up 
faster than tax revenues. Urging the desira- 
bility of checking inflationary tendencies early, 
he pointed out that the history of inflation in 
other countries has shown that rising prices 
augment governmental deficits and deficits in 
turn tend to inflate prices. “It is like a dog 
chasing its tail,” the Budget Director said. 

Revenues, of course, are rising rapidly under 
the combined influence of increasing corporate 
and individual incomes and of higher tax rates. 
The Revenue Act of 1941, which was passed in 
September and by its widespread application 
affects a record number of taxpayers, places 
the heaviest tax burden in the country’s history 
upon corporations and individuals and is ex- 
pected, when fully operative, to increase federal 
revenues to around $14 billions annually. How- 
ever, not all of this money will be available 
this fiscal year, for which the revised budget 
indicates total revenues of $12 billions, an in- 
crease of 58 per cent over last year. 

With expenditures estimated at $24% bil- 
lions, the indicated deficit is $12% billions — 
about the same as forecast in the budget re- 
vision at the end of May, but a large increase 
over the deficit of $9 billions forecast in the 
January budget. 


Defense Financing, 1917-19 and 1940-41 
From the foregoing figures, it will be seen 
that the Treasury expects to cover about half 
of this year’s expenditures by taxes, or con- 
siderably short of the objective named by 


Secretary Morgenthau of financing two-thirds 
of total expenditures by taxes and only one- 
third by borrowing. Up to now the Treasury 
has managed to hold reasonably close to this 
objective, receipts during 1940 and the first 
half of 1941 (calendar years) averaging around 
62 per cent of expenditures. 

An indication of how this showing compares 
with the record in the last war appears in the 
diagram at the foot of the page which compares 
quarterly net receipts and expenditures, and 
the percentage of receipts to expenditures, for 
the years 1917-20 and 1940-41. The years 1917 
and 1940 are taken as starting points for the 
purpose of comparison since they represent the 
beginning of the war or defense effort. It is 
interesting that despite the tremendous scale 
of the spending program, the actual outlay has 
been no higher than in 1917-18, even though 
we started this time from a higher level. 

During the last war, the ratio of receipts 
to expenditures was 23 per cent in the calen- 
dar year 1917 and 26 per cent in 1918, but 
jumped to 59 per cent in 1919, when expendi- 
tures were being curtailed rapidly at the same 
time that the increase in war taxes was becom- 
ing fully effective. As the diagram shows, we 
have been doing much better than this in the 
current financing program. However, already 
the drop in the ratio of receipts to expenditures 
forecast in the revised budget indicates the 
difficulty of keeping revenues in the race with 
expenditures, once the latter have begun to go 
forward at high speed. 

With the rapid widening of the gap between 
receipts and expenditures, much stress has 
been laid upon the sale of savings securities as 
a means of sharing the defense cost load with 
taxes without inflationary consequences. Here 
again it is interesting to compare the differ- 
ences in methods of financing used in this 
period and in the last war. 

This time we have the defense savings bonds, 
sales of which have passed $1.8 billion in six 
months; also the tax anticipation notes, sales 
of which have passed $1.6 billion in three 
months. 
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In the last war we had nothing comparable 
to the tax anticipation notes, while the securi- 
ties most comparable to the present defense 
savings bonds were the war savings certifi- 
cates, sales of which from the time of their 
introduction in December 1917 to June 1919 
reached a total of only slightly over $900 mil- 
lions. At that time, the principal drive to reach 
individual subscribers was centered in the Lib- 
erty bonds and Victory notes. While it is true 
that the Liberty loan campaigns resulted in 
large purchases by individuals and corpora- 
tions, many of such purchases were financed 
by loans from the banks, which had an effect 
upon credit practically the same as if the banks 
had purchased the securities directly. It will 
be remembered that although one of the popu- 
lar slogans at that time was “Save until it 
hurts!” — another was “Borrow and Buy!” 

As an example of what might be accom- 
plished with savings securities may be cited the 
experience of Great Britain where sales of such 
securities since November 1939 have exceeded 
£1,000,000,000, equivalent on a population 
basis to more than $10 billions for this country. 
In Canada sales of savings securities have 
been running at the rate of $7 millions to $10 
millions monthly, of which approximately two- 
thirds are being paid for by payroll deductions. 
Our own program for the sale of defense sav- 
ings bonds is increasingly emphasizing this 
method of sales and, according to a recent 
statement by Secretary Morgenthau, volun- 
tary payroll allotment plans are now in opera- 
tion in more than five thousand companies em- 
ploying between five and six million workers. 


Savings Securities No Substitute for Taxes 

While savings securities have a place in any 
financing program, and are less inflationary 
than borrowing from banks, they are not to be 
regarded as a substitute for adequate taxation. 
There has teen, perhaps, too much of a ten- 
dency to consider savings securities solely from 
the standpoint of limiting present inflation, 
and to ignore the long-term consequences of 
a rising debt. 

With the federal debt already above $53 bil- 
lions (not counting the indirect debt of nearly 
$7 billions) and certain to rise much higher, 
it is evident that we are piling up difficult debt 
and tax problems for the future. Such problems 
may prove exceedingly embarrassing in the 
period of post-war readjustment when incomes 
are no longer swollen by defense expenditures 
and when the willingness to pay taxes is no 
longer strengthened by the consciousness of 
national crisis. 

The time to pay taxes, in other words, is 
now, when employment and incomes are high, 
and when the need for sacrifice is generally 
recognized. 

One hears, to be sure, the oft-repeated asser- 
tion that we need not worry about the debt so 
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long as it is “payable to ourselves.” But this 
argument is specious, for it assumes that the 
people who pay taxes are individually the same 
as those who receive the interest on the debt. 
And this of course is not usually the case. 

The burden of tax on a small shopkeeper in 
Iowa, for example, is not made easier by reason 
of the money being paid to a bondholder in 
Boston, or a tax on a “white collar” worker in 
New York City made painless because the 
money is paid to an insurance company bond- 
holder in Hartford. The fact is that a rising 
debt burden, even when owed entirely “to our- 
selves” creates all sorts of inequalities between 
individual taxpayers and interest receivers, 
resulting in real hardship in many cases, politi- 
cal pressures, and rising tax resistance. This 
can go only so far before the burden becomes 
deflationary and insupportable, and sooner or 
later leads to some form of repudiation — in- 
flation or capital levy. 


Need for More Taxes 


Our chief fiscal problem today, therefore, is 
to find more taxes. Much, of course, can and 
should be done to reduce unnecessary govern- 
ment spending, both by the federal government 
and by the states and municipalities. With the 
huge sums being poured out by the Federal 
Government in defense expenditures, it is little 
short of scandalous that non-defense expendi- 
tures continue to show practically no reduction. 
The Government is still spending nearly a bil- 
lion dollars a year on WPA alone, while the 
program of subsidies and loans to agriculture 
is the largest on record, although farm income, 
exclusive of bonus payments, is running at the 
highest level since 1929. 

Nor should the search for ways of saving 
money be confined to non-defense expenditures 
alone, for surely the country has an interest 
in keeping defense expenditures as low as 
possible consistent with getting out the goods 
in the shortest possible time. Arbitrary re- 
strictions on working hours, strikes, and re- 
peated demands for higher wages are adding 
greatly to the cost of the defense program, and 
are as much a matter for public concern as 
failure to control costs in other directions. 

All such questions, it would seem, might well 
come within the purview of the committee 
created by the Revenue Act of 1941 to study 
and recommend ways of reducing costs, and 
from which constructive results are urgently 
needed. We cannot depend upon taxes alone 
to close the so-called “inflationary gap” be- 
tween revenues and expenditures when ex- 
penditures are being constantly jacked up by 
the action of high pressure groups seeking 
“their share” of defense “prosperity”. 

However, even with the best of intentions on 
the part of everyone towards economy, it is 
still clear that, where the program is so vast, 
we cannot expect to cut costs enough to avoid 
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further increases in taxes. The question is, 
what kinds of taxes? 


What Kinds of Taxes? 


Two broad objectives of present policy ate 
already widely recognized, — (1) to raise ade- 
quate revenue, and (2) to do it in ways that 
will divert to the Treasury a large part of the 
individual spending power that results from 
the defense program. To these should be added 
a third objective—to avoid taxes that will 
injure the capacity of the business organization 
to produce and give employment, now and after 
the defense program. 

The first two objectives point clearly to a 
broadly based tax program calculated to reach 
all sections of the population. Neither wealthy 
individuals nor the corporations — even if their 
entire incomes were confiscated by the Govern- 
ment — could pay more than a fraction of the 
enormous cost of rearmament. Nor are taxes 
levied against wealthy individuals and corpora- 
tions effective in preventing inflation. The 
expenditures of the rich are too small, relative 
to those of the mass of the people, while any 
profits corporations are able to make under 
present conditions are more likely to be saved 
than spent. 

The argument frequently heard that taxing 
away corporate profits would lessen the de- 
mands for wage increases rests upon pure 
assumption, and is not supported by the de- 
mands being made currently upon the railroads 
whose earnings are clearly inadequate. The 
argument may also be countered with the point 
that taxes which take too large a share of 
profits tend to discourage economy and weaken 
employer resistance to whatever demands are 
made. 

One means of mopping up new purchasing 
power is the Treasury proposal to raise social 
security taxes, which would have the advan- 
tage of operating over a broad base, of utilizing 
already existing tax machinery, and of being 
immediately applicable. An important ques- 
tion, however, is what additional commitments 
for future social security expenditures are in- 
volved. So far the information given out has 
not been clear as to this point. If this is simply 
a proposal for making now a tax increase con- 
templated in the Social Security Act which is 
going to be needed anyhow, it is a timely 
suggestion; but if the proposal is for an ex- 
pansion of benefits and widening of coverage, 
that is another matter. Certainly we need to 
consider carefully whether this is the time to 
make permanent basic changes in the social 
security system, and especially changes that 
will increase the ultimate costs. 

As for the third objective—the need for 
preserving the business mechanism in good 
working order — it should be borne in mind 
that a great many business concerns are not 
earning in cash anything like the full earnings 


shown. The reason for this is that, as business 
grows, more and more of the earnings of 
corporations tend to become tied up in inven- 
tories, accounts receivable, machinery, etc. 
Taxes, however, have to be paid in cash, and 
it is already clear that many concerns will 
have to borrow the cash to pay taxes. All this 
means a constant danger of business becoming 
less and less liquid as we go along. Because of 
the possibility of a post-war slump it is ex- 
tremely important that business concerns as 
well as individuals should get out of, instead 
of into, debt — yet how can they do this unless 
the earnings they are allowed to retain for 
corporate purposes are adequate? The prices 
at which corporate shares are selling in the 
markets are ample evidence that shareholders 
are not expecting large profits, but on the 
contrary are fearful of sustaining losses. 


Strengthening the Capital Structure 


During the past month the security markets 
have been substantially weakened by sugges- 
tions of methods of taxation that would seri- 
ously weaken the corporate position. At the 
same time representatives of the Government 
have been making speeches urging upon bus- 
iness the necessity of putting its financial 
house in order and preparing against post-war 
shocks. In an address on October 9, Edmund 
Burke, Jr., Securities and Exchange Commis- 
sioner, described the lack of equity money 
demand one of the “most puzzling aspects of 
American business.” Referring to the problems 
as “grave,” he went on to say “that industrial 
growth must, over the years, be fostered by 
equity investment.” 

In an address on October 17, Securities and 
Exchange Commissioner Ganson Purcell like- 
wise stressed the importance of building sound 
capital structures and warned against post-war 
difficulties as follows: 

Heavy funded debt means continuing fixed charges. 
Heavy fixed charges have meant the death of many 
important corporations and the wiping out of tens 
of thousands of investors in the depression periods of 
the past. We cannot afford to have our corporations 
go under water after the war is over. A deluge of 
bankruptcies at a time like that would as seriously 
endanger our way of life as a major defeat on the 
battlefields. 

Continuing, Mr. Purcell urged the taking 
advantage of increased earnings from defense 
work to accumulate reserves, pointing out that 
“corporate structures which are streamlined 
now will be that much better off to make a 
transition from production for war to peace- 
time production without having to drop men 
from their payrolls.” Reserves, he said, not 
needed for defense activity must be carefully 
stored up against the day when they will be 
needed for this vital post-war purpose. 

The foregoing statements, from sources not 
likely to be considered biased in favor of the 
corporations, indicate an encouraging recogni- 
tion of two major problems facing American 
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industry, — the securing of equity capital and 
the accumulation of some reserves of fat 
against the possible lean years to come. But 
again the question arises — how can industry 
follow this excellent advice unless it is per- 
mitted to make and keep enough earnings? 

There is also a conflict between the sound 
proposals of Mr. Purcell as to accumulation of 
business reserves and proposals from other 
quarters for taxing undistributed earnings and 
forcing larger dividends. 

The question, in short, of what taxes ought 
to be levied upon business is not primarily a 
moral question, or a question of matching 
“sacrifices” against this or that group in the 
community. It is rather a very practical ques- 
tion of what is necessary to keep the business 
machinery of the country in good working 
order to do a real job both curing and after the 
war. Any tax program in the true interests of 
the country must recognize this principle. 


Third Quarter Profits 


Reports issued during the past month by 
leading corporations for the third quarter and 
the first nine months indicate the increasing 
inroads of taxes upon gains in corporate income 
resulting from the great expansion of produc- 
tion and trade. For 140 manufacturing cor- 
porations reporting for the nine months and 
giving tax details, federal income and excess 
profits taxes more than trebled compared 
with the same period of last year, taking 83 
per cent of the increase in net income and 
cutting the net gains over the year from 91 
to 22 per cent. 





Not only did federal income and excess 
profits taxes take the major share of the incre- 
ment in net income of these companies in 1941, 
but they actually exceeded the total net profits 
available to the credit of the shareholders who 
had supplied all the industrial capital used to 
produce the income. The following table gives 
the comparisons: 


140 Leading Manufacturing Companies 
(in Millions of Dollars) 


Nine Nine 
Months Months Change 
1940 1941 Amount PerCent 


Net income before taxes.......... $856 $1,632 +776 + 91 
Income and excess profits taxes 252 895 +643 +255 


Net profit after taxes..........00. $604 $ 737 +133 + 22 


Even last year the corporate income taxes 
were considered to be relatively high, includ- 
ing as they did the increase in the normal rate 
from 18 to 24 per cent, and the new excess 
profits tax running up to 50 per cent. This 
year, the trebling of tax reserves of the re- 
porting groups reflects, in addition to higher 
income, the new corporate surtax of 7 per cent; 
the increase in excess profits taxes now running 
up to 60 per cent ; and the provision that excess 
profits taxes shall be computed before normal 
taxes, rather than after, as heretofore. 

For the above 140 companies during the first 
nine months of this year, the income and excess 
profits taxes alone (which were additional to 
the numerous state and local taxes, social se- 
curity taxes and miscellaneous federal taxes) 
amounted to $1.21 for every $1.00 of net profit 
after taxes. And out of the latter, of course, 
would still have to come any provision for 





PROFITS OF 350 LEADING CORPORATIONS FOR THE FIRST NINE MONTHS 


Net Profits Are Shown as Reported, After Depreciation, Interest, Taxes, and Other 
Charges and Reserves, but Before Dividends. — Net Worth Includes Book Value of Out- 
standing Preferred and Common Stock and Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 





















































Net Profits Per Net Worth Annual Rate 

Nine Months Cent January 1 of Return % 

No Industrial Groups 940 1941 Changet 1940 1940 1941 
8 Baking $ 13,956 $ 12,882 — 7.7 $ 247,879 $ 250,565 7.5 6.9 
21 Other food and beverage ............ 66,000 80,193 +21.5 693,525 706,775 12.7 15.1 
12 Textiles and apparel 9,966 11,060 +11.0 122,915 127,622 10.8 11.6 
12 Paper products ................. 10,108 10,970 + 8.5 148,936 153,797 9.1 9.5 
28 Chemicals, drugs, etc. . 151,695 165,243 + 8.9 1,368,219 1,422,544 14.8 15.5 
18 Petroleum products ..... 80,354 103,926 +29.3 1,519,604 1,499,264 7.1 9.2 
16 Stone, clay and glass 26,224 29,852 +13.8 325,533 335,736 10.7 11.9 
31 Iron and steel 168,293 221,811 +31.8 2,992,517 3,043,798 7.5 9.7 
9 Building equipment ................cc00 12,910 15,701 +21.6 209,710 203,418 8.2 10.3 
14 Blectrical equipment ................00 62,192 70,252 +13.0 639,113 654,713 13.0 14.3 
24 Machinery 22,199 31,931 +43.8 221,254 236,926 13.4 18.0 
5 Office equipMent ..........cccccesrceeee 11,628 16,878 +45.1 135,671 139,128 11.4 16.2 

9 Automobiles 130,719 172,390 +31.9 1,150,193 1,182,343 15.1 19.4 
20 Auto EQUIPMENE .2..........ccccccscceecssees 16,419 21,017 + 28.0 136,954 147,146 16.0 19.0 
10 Railway equipment ............. 17,635 25,146 +42.6 361,473 372,095 6.5 9.0 
35 Metal products—misc. ...... 24,424 38,556 +57.9 420,841 428,679 1.7 12.0 
23 Misc. manufacturing ...........0000 11,770 18,663 +58.6 207,822 215,158 7.5 11.6 
295 Total manufacturing ............00. 836,492 1,046,471 +25.1 10,902,159 11,119,707 10.2 12.5 
10 Coal mining 1,427* 5.454% +...... 201,314 206,617 1.0 3.5 
9 Metal mining 14,200* 17,041* +26.0 220,365 221,656 8.6 10.3 
11 Mining, quarrying—misc. .......... 14,770* 16,715 +13.2 130,502 127,669 15.1 17.4 
16 Trade (whol. and retail) ............ 8,673 13,484 +55.5 231,757 237,499 5.0 7.6 
9 Service and construction ............ 7,854 11,487 +46.3 159,442 161,085 6.6 9.5 
350 Total $883,416 $1,110,652 +25.7 $11,845,539 $12,074,233 9.9 12.3 








*Before certain charges. fIncreases or decreases of more than 100 per cent not computed. 
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expansion of plant facilities and repayment of 
debt (if paid out of earnings), and for reserves, 
before payment of dividends to shareholders. 
Not all companies give tax details in their 
reports, and for a larger group of 350 manufac- 
turing, mining and trading companies, the re- 
turns indicated combined net profits, less defi- 
cits in the third quarter of approximately $370,- 
000,000, which compares with previous 
quarters as indicated in the following table: 


Net Profits of 350 Leading Industrial Companies 
(In Millions of Dollars) 




















1940 Firat Quarter n....c..ccccccccsccsccccccsccccccccs cocccess $314 
Second bas 295 
Third * 274 
Fourth a 373 

1941 First - 370 
Second Se Seas dcesanaskepcabebasesligeeaemunadiabbaiiant 371 
Third - 370 





It will be seen that since the fourth quarter 
of 1940 net profits have tended to level off, and 
even to decline in many cases where rising 
taxes and other costs cannot be offset by fur- 
ther increases in volume. 

For the first nine months of this year, com- 
bined net profits, less deficits, for the 350 com- 
panies totaled $1,111,000,000 after taxes, which 
compares with $883,000,000 in the same period 
of last year and represents an increase of 26 
per cent. Aggregate net worth of the group 
on January 1, 1941 was $12,074,000,000 upon 
which the nine months’ profits were at an an- 
nual rate of 12.3 per cent, compared with $11,- 
846,000,000 and 9.9 per cent last year. 

The table on the preceding page shows the 
figures by industrial groups. As pointed out 
heretofore, the promptly published statements 
of leading corporations are useful as indicat- 
ing earnings trends but are not an accurate 
measure of average earnings for business as 
a whole, which may be determined only from 
the official Treasury Department “Statistics 
of Income” compiled some time later from 
annual tax returns. 

The highly uneven expansion in nine months’ 
sales of 40 representative manufacturing cor- 
porations may be seen from the following list 
giving percentage changes from a year ago. 
Aggregate sales of this group were $4,986,- 
000,000, — an increase of 43 per cent over last 
year. 

Sales of 40 large chain store, department 
store and mail order organizations, also given 
in the table, show substantial gains this year 
to new high levels in most cases. Aggregate 
sales of the group were $3,303,000,000 — an 
increase of 20 per cent over last year. 


Utility and Railroad Earnings 
A group of 25 large public utility systems, 
reporting for the 12 months ended September 
30, reached a new high in production of elec- 
tricity and had an increase of 6 per cent in 
total operating revenues as compared with the 
preceding 12 months, but because of the rise 
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Per Cent Change in Nine Months’ Sales, 1940 - 1941 


Manufacturing Retail Trade 
Air Reduction Co. +49.4 American Stores Co. +16.0 
Allis-Chalmers Mfg. +29.4 Barker Bros. Corp. +22.9 
Amer. Steel Foundries +87.3 Bond Stores, Inc. +44.6 
Atlantic Refining Co. +14.8 Colonial Stores +23.5 
Atlas Powder Co. +72.9 Consol. Retail Stcres +18.4 
Baldwin Locomotive +91.8 Crown Drug Co. + 4.6 


Beatrice Creamery Co. +19.1 Edison Bros. Stores +25.6 
Bigelow-Sanford Carpet -+47.7 Marshall Field & Co. +19.1 


Caterpillar Tractor +44.8 M.H. Fishman Co. +12.5 
Colo.‘Fuel & Iron +57.4 W.T. Grant Co. +14.8 
Container Corporation +39.5 H. L. Green Co. +11.0 
Continental Baking Co. + 5.5 Interstate Dept. Stores -+24.9 
Continental Steel +48.2 Jewel Tea Co. +36.8 
Crown Cork & Seal +383.0 S.S. Kresge Co. +11.0 
E. I. du Pont & Co. +43.5 S. H. Kress & Co. +17.0 
Flintkote Company +84.6 Kroger Groc. & Bak. +15.3 
General Electric Co. +65.0 Lane Bryant, Inc. +23.3 
General Foods Corp. +21.2 Lerner Stores Corp. +14.8 
General Motors Corp. +652.1 Lincoln Stores +18.5 


Hercules Powder Co. +57.9 


McCrory Stores Corp. +13.8 
Interlake Iron Corp. +97.4 


McLellan Stores Corp. +15.9 


Johns-Manville Corp. +49.5 Melville Shoe Corp. +14.8 
Kimberly-Clark Corp. +19.7 Montgomery Ward & Co. +24.7 
Link Belt Co. +55.2 G.C. Murphy Co. +18.9 
Lone Star Cement +89.0 National Tea Co. +13.1 
Monsanto Chemical Co. +50.2 Neisner Bros., Inc. +14.8 
Natl. Cash Register +80.5 J.J. Newberry Co. +14.7 
Natl. Supply Co. +52.0 J.C. Penney Co. +22.2 
Otis Elevator Co. +20.8 Peoples Drug Stores +15.4 


Phillips Petroleum Co. +16.4 


Reliable Stores Corp. +29.7 
Quaker State Oil Ref. +14 


Rose’s 5-10-25c Stores +24.9 


Ruberoid Company +48.8 Safeway Stores, Inc. +13.8 
Sharon Steel Corp. +60.7 Schiff Company +13.0 
Shell Union Oil +11.8 Sears, Roebuck & Co. +32.0 
Standard Brands +17.8 Spiegel, Inc. + 2.9 
Studebaker Corp. +81.8 Sterchi Brothers +26.2 
Thompson Products +69.7 Union Premier Food +14.1 
Tide Water Assoc. Oil +11.2 Walgreen Co. +12.6 


Westinghouse Electric -+54.1 
Wheeling Steel Corp. +47.7 


Western Auto Supply +25.7 
F. W. Woolworth Co. +11.5 








in taxes and other expenses had a decrease of 
5 per cent in net income. 

Railroad earnings this year have shown sub- 
stantial improvement over a year ago as a 
result of the heavy traffic and the efficiency 
with which equipment has been handled. For 
the first nine months, total freight revenues 
of all class 1 systems increased approximately 
25 per cent over last year, and passenger 
revenues increased 21 per cent. Net railway 
operating income, before interest, increased by 
71 per cent to the highest level since 1929. 

Despite this gain, however, the average 
return on property investment of all railroads 
was at an annual rate of only 4 per cent. More- 
over, the upward trend in net income after 
charges may be affected materially by the pros- 
pective increase in railroad wages now under 
consideration, and also by the heavy increase 
in taxes. Federal income and excess profits 
taxes of 20 leading systems (excluding roads 
undergoing reorganization) for the first seven 
months increased from $22,002,000 to $71,650,- 
000, or by 226 per cent. In contrast with this 
increase in taxes, the dividend declarations by 
these systems increased by only 10 per cent, 
the remainder of their increase in net income 
being applied toward building up cash, pay- 
ment for new equipment, or reduction of liabili- 
ties by liquidating loans from the R.F.C. and 
from banks, paying up prior years’ accrued 
interest and by retiring bonds. 
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The improvement in earnings this year has 
been reflected to only moderate extent — with 
certain exceptions—in the market prices of 
railroad bonds, and still less in prices of railroad 
— as may be seen from the accompanying 
chart. 
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Failure of bond and stock prices to advance 
commensurately with the increase in earnings 
is, of course, not confined to railroads, but is 
true of industrial and public utility securities 
quite generally. It undoubtedly reflects uncer- 
tainty as to the future of corporate earnings in 
view of the rising trend of taxes, wages and 
other costs, and more basically uncertainty as 
to the future business enterprise itself. 


The Problem of Rising Inventories 





Concern this year over the rise in inventories, 
necessitated by higher costs, larger volume of 
business and uncertainties of delivery, has re- 
sulted in increasing consideration on the part of 
business men and their accountants of methods 
of inventory valuation which may give protec- 
tion against losses caused by future price de- 
clines. A growing number of companies are 
turning to the “last-in, first-out” method of 
inventory valuation, which tends to smooth out 
inventory price fluctuations and has been ac- 
cepted by the Treasury for tax purposes in 
cases where it correctly reflects taxable income. 

An indication of the way in which inventory 
values have been increased appears in the ac- 
companying chart. Figures from 1924 through 
1938 are for all manufacturing corporations in 
the United States (numbering about 92,000) 
from “Statistics of Income,” while the subse- 
quent trend is shown by the dotted line, based 
upon Department of Commerce indexes com- 
puted from reports of leading corporations. 

One of the most serious problems raised by 
the large inventories is the avoidance of distor- 
tion of income which results when low-cost 
goods are sold out in a rising market. Such 
inventory profits, as distinguished from normal 
operating profits, are non-recurring and almost 


certain to become losses when prices turn 
downward. Moreover, they are essentially 
fortuitous gains, a substantial portion of which 
may be needed for purchase of new inventory 
at prevailing price levels if the business is to 


continue as a going concern. They may give 
= pares OF DOLLARS 
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1929-33 1934- 1939-43 
Inventories of All Manufacturing Corporations in the 
U. S. 1924-1938 from Statistics of Income. 1938— 

August 1941 from Department of Commerce. 


a false impression as to long-term earning 
power and complicate tax, labor and dividend 
problems. 

Proponents of the “last-in, first-out” method 
regard the inventory as almost in the nature 
of a fixed asset of a business, which is needed, 
year-in and year-out, to enable the business ’9 
carry on, and whose valuation should not be 
allowed to influence reported earnings any 
more than is necessary. This method is essen- 
tially an attempt to match current costs against 
current sales, and thereby to eliminate unusual 
profits or losses on inventories carried over at 
valuations well below or above current prices. 

During a period of rising prices such as has 
occurred this year, the charge for materials 
consumed would be based on the cost of the 
“last-in,” high-priced materials, thus reducing 
profit due to pure inventory advance. Subse- 
quently, in a price decline, the cost of goods 
sold would be that of the newer, low-cost ma- 
terials, thus reducing inventory losses. In 
other words, the method is urged as providing 
a brake on inventory profits and a cushion 
against inventory losses. 

Although “the last-in, first-out” method was 
not previously acceptable for income tax com- 
putations, the Revenue Act of 1939 permitted 
its use, subject to the approval and regulations 
of the Commissioner of Internal Revenue. 
Since that time, the method has been adopted 
— with respect to all or part of their inventories 
—by numerous companies in the textile, 
metals, petroleum and other industries. 

Numerous other accounting methods, each 
offering certain advantages, are also commonly 
used, including the “base stock” method, in 
which part of the inventory is carried at con- 
stant values instead of at values which change 
with price fluctuations; also the appropriation 
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of special inventory reserves out of earnings 
against possible price declines. While in the 
latter case the handling of reserves is discre- 
tionary, and may give rise to some objection on 
this account, it is to be borne in mind that a 
change back from “last-in, first-out” can only 
be made with consent of the Commissioner of 
Internal Revenue. 

Thus far, the “last-in, first-out” appears to 
have been selected in most instances by manu- 
facturing companies which carry large inven- 
tories made up of relatively few materials. The 
possibilities of its extension to producers of di- 
verse types of goods, or to concerns in the 
wholesale and retail fields, are being given in- 
tensive study, and the technique of its operation 
is being constantly improved, although its 
suitability in any specific case naturally can 
be determined only after careful consideration 
of many factors, including its acceptability by 
the Treasury. One of the arguments advanced 
by proponents of “last-in, first-out” is that it 
will result in a saving on income and excess 
profits taxes, through ironing out the extreme 
swings of net income and deficit, yet over an 
extended period the amount of any net saving 
may be debatable because of the uncertainty 
of future earnings and tax rates. 

Regardless of the particular accounting prin- 
ciples used, however, and regardless of the 
question of tax saving, it is of the utmost im- 
portance to the public as well as business itself 
to recognize the non-recurring character of in- 
ventory profits, and to make adequate provision 
for the increase of risk which is inherent in 
operations at high price levels. 


As Others See Us 


During recent years we have been hearing 
a good deal in this country about the “failure” 
of our economic system. We have been told 
that it has not eliminated unemployment, that 
it has been unable to control the alternating 
cycles of prosperity and depression, that it is 
not distributing the products of commerce and 
industry among the masses, that it has not 
abolished poverty. These and other shortcom- 
ings of the system have been emphasized over 
and over again until there is danger of for- 
getting, in the eagerness for perfection, the 
truly amazing positive achievements of the 
system. 

It is good, therefore, to see ourselves occa- 
sionally as others see us. 

Last Summer a distinguished Argentine 
statesman, Dr. Federico Pinedo, devoted three 
and a half months to one of the most compre- 
hensive trips over this country ever made by a 
prominent Latin-American. Dr. Pinedo holds 
an outstanding position in the business and 
political life of his country. He is a leading 
member of the legal profession. He has served 








in the Argentine House of Deputies and has 
twice been Minister of Finance. During his 
incumbency as Minister he took a leading part 
in establishing the Central Bank, in consolidat- 
ing the banking system and in creating a unified 
tax system out of the maze of taxes that had 
grown up over many years. Highly honored at 
home, he enjoys also a wide prestige through- 
out South America. 

His visit last Summer was his first to the 
United States, and was with the purpose cf 
making a first-hand study of social and eco- 
nomic conditions. He traveled in all parts of 
this country — north, south, east and west — 
and visited our cities, our manufacturing plants, 
our mining towns, our ranches and our farms. 

On his return to his native country in Sep- 
tember, Dr. Pinedo gave an extensive interview 
to La Nacion, one of the leading news- 
papers of the Argentine. In this interview he 
reviewed broadly his impressions gained during 
his trip, indicating the significance to Argentina 
of what he had seen and heard, and urging in 
the friendliest manner the establishment of 
closer relations between the two countries. Dr. 
Pinedo was speaking to Argentinians for 
Argentina; yet what he had to say about the 
United States is so striking a tribute to the 
accomplishments of our system of democracy 
and private enterprise that we feel it should 
be given wider circulation in this country. 
Coming from so high a source, and at a time 
of doubt when many of our institutions are 
under attack, his statement gives a much 
needed and heartening perspective on our- 
selves. It would be well if his words could be 
read by everyone, and especially by those who 
in impatience and discouragement would dras- 
tically alter our system or abandon it for some 
other. 

A free translation of some of the pertinent 
parts of Dr. Pinedo’s comments follows: 


Dr. Pinedo’s Statement 


In my visit of 3% months to the United 
States, I really just began to cover the index 
pages of a book which is really magnificent. 

My trip was made by automobile over mar- 
velous roads which in themselves are an ex- 
ample of what the United States is. I traveled 
some 30,000 kilometers from Florida up the 
Atlantic Coast, through the states which were 
members of the original 13 colonies on to 
Canada, then through the large industrial 
region in the neighborhood of the Great Lakes, 
and on out through the rich agricultural dis- 
trict, with visits at various mines, to the im- 
mense forests on the Western Coast. We then 
came down through the garden of California 
and returned through the states in the South- 
west, over to the Gulf of Mexico, and back to 
Florida. Everywhere there is evidence of the 
economic strength, the richness and the exem- 
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plary push of the Americans, and there is 
nothing like it in any other country of the 
world. 

Neither New York City with all its splendor 
and wealth, the cotton and tobacco regions of 
the South, the enormous grain growing district 
of the Middle West, the huge cattle ranches of 
Montana and Texas, the forests of Oregon 
and Washington, the huge industrial region 
of the Great Lakes or the garden valley of 
California represent individually the United 
States. Instead one must take all of them to- 
gether and thus realize that that country is the 
largest agricultural nation in the world, that 
it is the most advanced industrially, and that in 
addition it has huge mineral sources which are 
being adequately exploited. 

While it is true that Nature has been very 
kind to the United States in immense natural 
resources, the drive, the audacity and tenacity 
of the Americans had made excellent use of 
everything that Nature gave them; they have 
exploited all of their natural resources, whereas 
in other countries similar resources have not 
been exploited or have only been partially 
exploited. 

Distribution of Wealth 

Furthermore, the political and social struc- 
ture of the country has resulted in those re- 
sources having been utilized to bring about 
the well-being of an enormous number of 
people. Although the United States has its 
multi-millionaires and at the same time un- 
doubtedly has many people who do not have 
all the necessities of life, there is no place in 
the world where material wealth js so ade- 
quately subdivided. By this I mean to say that 
in the United States there are millions of 
people who have so many material comforts. 
In no other part of the world do workmen, 
employees and small farmers have automobiles, 
telephones, radios, electric refrigerators, elec- 
tric washing machines and thousands of other 
modern conveniences. 

It should be kept in mind that of the 36,000,- 
000 automobiles in use in the world 30,000,000 
are in the United States; that each year 
4/5,000,000 new automobiles are sold in the 
United States; that each day several thousand 
electric ice boxes are sold in the United States; 
that each day as much agricultural machinery 
is sold to the American farmers as the Argen- 
tine farmers buy in one whole year; that even 
though the population of the United States 
represents only 7 per cent of the world popu- 
lation, 70 per cent of the life insurance of the 
world is written in that country. I cite all of 
these things to show the extraordinary advan- 
tages which are enjoyed by the masses of the 
population of the United States, and in order 
to demonstrate the way that the wealth of that 
country has penetrated down through practi- 
cally all classes of the population ... 


Standard of Living 

The immense superiority of the people of the 
United States from a material point of view as 
compared with the people of any other country 
in the world is readily shown in the way that 
they dress, the homes, the market places, tke 
stores, the hotels and the places where they en- 
joy their hours of rest—more hours being avail- 
able because of the way that they have or- 
ganized their working time. The cleanliness 
that is evidenced everywhere, the excellent 
lighting facilities everywhere, the excellent 
drinking water, and the huge hospitals give an 
idea of the excellent hygienic conditions under 
which the people live. Public schools and 
graduate schools are located everywhere and 
always in excellent modern buildings. There 
are innumerable universities, many of which 
carry on scientific investigations, and many are 
backed by huge endowments voluntarily con- 
tributed by private individuals. In addition, 
libraries, observatories, art museums, and 
scientific museums bring to one’s attention in 
all parts of the country the real preoccupation 
of the national Government, the individual 
States, the municipalities, and all of the people 
in the country to improve their cultural ad- 
vantages... 

The American cities collectively and indi- 
vidually represent the comfort and progress 
of the American people through the monu. 
mental private and public buildings, the numer- 
ous and beautiful parks, the beautiful city and 
suburban residences and even homes for the 
employees and laborers with lawns, gardens, 
electric light, good water, sunlight and air. 
Please bear in mind that the above is not seen 
in only certain parts of the United States; it is 
seen everywhere... 


U. S. vs. Other Economic Systems 


All of the above is mentioned in order to 
show that the people of the United States merit 
the political and social structure which they 
have created in order to reach their degree of 
civilization. When other forms of government 
may be able to exhibit such results from a 
material and cultural point of view and down 
through the different classes of the people; 
when other forms of government may be able 
to create among their people that sentiment 
of dignity; when they may be able to prove 
that they can maintain order in some form that 
has not involved complete submission of the 
masses; when they have been able to create 
unlimited cultural advantages for everyone 
through schools and universities in all parts of 
the country; when they have been able to give 
their people a sense of security as regards their 
rights and liberties instead of utilizing terror 
and robbery; then and then only should we 
even think of orienting ourselves on the basis 
of what is happening in some country other 
than the United States. 
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ASSETS 
CAsH AND DUE FROM BANKS AND BANKERS 


UNITED STATES GOVERNMENT OBLIGATIONS (Direct or FuLty GUARANTEED) . 


OBLIGATIONS OF OTHER FEDERAL AGENCIES 

STATE AND MUNICIPAL SECURITIES 

OTHER SECURITIES 

Loans, DISCOUNTS AND BANKERS’ "ACCEPTANCES 

REAL EsTaTE LOANS AND SECURITIES . 

CusToMErs’ LIABILITY FOR ACCEPTANCES . 

StocK IN FEDERAL RESERVE BANK . 

OWNERSHIP OF oe BANKING CorPORATION 
BANK PREMISES * . Fs F 
OTHER REAL ESTATE . 

OTHER ASSETS 


Total 


LIABILITIES 
DEPOSITS. . a nn eae We ee 
LIABILITY ON AccEPTANCES AND Bits 
Less: OwN ACCEPTANCES IN PORTFOLIO 
ITEMS IN TRANSIT WITH BRANCHES 
RESERVES FOR: 
UNEARNED DISCOUNT AND OTHER UNEARNED INCOME 
INTEREST, TAXES, OTHER ACCRUED EXPENSES, ETC. 
DIvipEND ou a ‘ ‘ 
CAPITAL . . 
SuRPLUS . 
UNDIVIDED PRoFI Ts 


Total 


’ $13,710,226.44 
|” §,482'878.21 


‘ $77,500,000.00 


$ 924,761,413.77 
1,153,793,587.68 
52,879,267.53 
208,889,432.67 
72,815,031.60 
620,783,128.48 
6,264,511.39 
6,509, 327.35 
4,290,000.00 
‘000,000.00 
39,880,775.39 
5,163.53 
1,085,442.91 
$3,098,957,082.30 











$2,897,061,411.07 


8,227,348.23 
14,725,802.91 


4,129,813.77 
11,995,381.22 
1,550,000.00 


65,500,000.00 


18,267,325.10 161,267,325.10 





$3,098,957,082.30 








Figures of Foreign Branches are as of September 25, 1941. 
$81,305,326.80 of United States Government Obligations and $15,578,630.13 of other assets are deposited 
to secure $66,428,473.54 of Public and Trust Deposits and for other purposes required or permitted by law. 
(Member Federal Deposit Insurance Corporation) 





City Bank Farmers Trust Company 


Head Office * 22 WILLIAM STREET - New York 


Condensed Statement of Condition as of September 30, 1941 
ASSETS 


CAsH AND DUE FROM BANKS 


OBLIGATIONS OF OTHER FEDERAL AGENCIES 
STATE AND MUNICIPAL SECURITIES . 


UNITED STATES GOVERNMENT OBLIGATIONS (Direcr. or Futty Gu AR ANTEED) 


OTHER SECURITIES. . 

LOANS AND ADVANCES . 

REAL EsTATE LOANS AND Secu RITIES 
Stock IN FEDERAL RESERVE BANK . 
BANK PREMISES 

OTHER REAL ESTATE 

OTHER ASSETS . 


Total . 


DEposITS . . 
RESERVES . 
CAPITAL 

SuRPLUS 
UNDIVIDED PROFITS 


Total . 


LIABILITIES 


$ 30,676,976.18 
44,523,353.90 
6,084,227.69 
9,465,039.09 
1,577,344.65 
2,112,546.52 
6,917,290.35 
600,000.00 
3,815,606.25 
474,327.69 
1,782,667.78 


. $108,029,380.10 


$ 80,496,340.23 
1,938,019.73 
10,000,000.00 
10,000,000.00 
5,595,020.14 


. $108,029,380.10 


$1,576,533.84 of United oo Government Obligations are Sepent with publicauthorities 


or purposes required or permitted by law 


(Member Federal Deposit Insurance Sassanid 








Printed in U.S. 

















